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Finland's Exchange and Credit Policies 


In a press conference in Helsinki on December 19, 
1957, Mr. Per Jacobsson, Managing Director of the 
International Monetary Fund, said that the Finnish 
devaluation of September (see this News Survey, 
Vol. X, p. 89) had been so well prepared with the aid 
of a tight money policy and the export levy system, 
and had so far been so effectively carried out, that it 
might serve as an example to other countries. Devalua- 
tion by itself was, of course, no solution for economic 
problems; in order to ensure the lasting success of the 
measures that Finland had adopted, it was essential that 
a tight and cautious monetary policy should be con- 
tinued. Central bank money should not be used to 
cover budget deficits, and the budget should be bal- 
anced without assistance from the central bank. Care 
should be taken, by such means as the export levy 
imposed in Finland, to ensure that additional export 
earnings arising from devaluation were not allowed 
immediately to enter the market, and that their effects 
should be felt only gradually. Investment activity must 
not be financed by the printing press. The experience 
of other countries, such as the Federal Republic of 
Germany, had shown that by cautious progress along 
these lines the maximum benefits can be obtained from 
a rehabilitated currency. 


The “post-operative therapy” which Finland had ap- 
plied was, in fact, in accordance with these principles 
and its results had so far been very good. In October 
and November, there had been certain inflationary 
symptoms, for example, in the form of a speculative 
accumulation of import licenses, but by December the 
situation seemed to be calm. Imports had not expanded 
at the same rate as the issue of import licenses, stock 
exchange quotations had become stabilized, there had 
been no flight to real property, and foreign exchange 
reserves had substantially increased. Efforts to cut 
down government expenditure were satisfactory. Mr. 
Jacobsson was pleascJ to note, in particular, that the 
Finnish Parliament itself had requested the Government 
to revise the budget in order to eliminate the deficit. 


The gold and foreign exchange reserves, which by 
December had reached the equivalent of 40 billion 
markka, were at the moment strong enough to make it 
unnecessary for Finland to look to the International 
Monetary Fund for credits. It was clear that Finland’s 
creditworthiness had been improved by its recent 
policies, and this was a heartening result of the devel- 
opments that had taken place. 


IBRD Loan to Mexico 


The World Bank on January 14 made a loan equiv- 
alent to $11 million to the privately owned Mexican 
Light and Power Company Limited (Mexlight) for the 
expansion of the Company’s electric power system. 
Seven private financial institutions are participating in 
the loan, without the World Bank’s guarantee, for a 
total amount of $1 million of the first six ma- 
turities, which fall due between September 1959 and 
March 1962. The participants are Crédit Suisse, Sofina 
of Belgium, Canadian Bank of Commerce, First Na- 
tional City Bank of New York, Chemical Corn Exchange 
Bank, National Bank of Washington, and United States 
Trust Company of New York. 

A Bank loan of $26 million in April 1950 helped to 
finance projects which added 155,600 kilowatts of 
generating capacity to Mexlight’s system and corre- 
sponding additions to the transmission and distribution 
systems. All of the work on these projects was com- 
pleted by December 1955. The expansion now being 


undertaken includes the addition of an 82,400-kilowatt 
unit to the 66,000-kilowatt Lecheria thermal plant, 
which was constructed with the help of the earlier 
Bank loan; the modification of two generating units in 
the Nonoalco thermal plant to increase capacity by 
12,500 kilowatts; and the further extension of Mex- 
light’s transmission and distribution networks. By the 
end of 1958 Mexlight’s system will have a total generat- 
ing capacity of 585,000 kilowatts. 

The total cost of the expansion now being under- 
taken is estimated at the equivalent of $28 million. The 
Bank’s loan will cover the costs of imported equipment. 
Mexlight is meeting the local currency requirements 
through a loan equivalent to $8 million from Nacional 
Financiera, a government agency, and from its own 
resources. 

The Bank’s loan is for a term of 20 years and bears 
interest of 5% per cent, including the 1 per cent com- 
mission which is allocated to the Bank’s Special 
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Reserve. Amortization will begin September 15, 
1959. The loan is guaranteed by the Government of 
Mexico. 


The Bank has now lent a net total of $152.3 million 
in Mexico, of which $90.8 million has been for the 


Europe 
EPU Settlements for November 1957 


The settlement operations of the European Pay- 
ments Union for November 1957 covered a total of 
net surpluses or deficits of 115.1 million units of 
account (one unit of account —US$1), compared with 
net surpluses or deficits of 99.3 million units in October; 
in August and September when, as a result of large 
speculative transactions, the turnover was exceptionally 
high, the net surpluses or deficits totaled 366.6 million 
and 274.8 million units of account, respectively. 

The net surpluses and deficits of the EPU member 
countries for September, October, and November are 
shown in the accompanying table. Creditor countries 
are presented in descending order and debtor countries 
in ascending order of their respective cumulative cred- 
itor or debtor positions vis-a-vis the EPU after com- 
pletion of operations for November. 


Net Surpluses (+) or Deficits (-) in EPU 
(In millions of units of account) 


Sept. Oct. 
1957 1957 
Creditor Countries 

Germany, Fed. Rep. 
Belgium-Luxembourg -17.8 -3.3 
Netherlands +21.7 +22.2 
Switzerland a cies 6.5 -37.7 
Sweden ‘ -12.9 +0.6 
Austria -5.4 +11.1 


+2366 +263 


Debtor Countries 


Greece . Sites -5.3 +0.6 
Iceland ; as —0.2 : +0.1 
Portugal —3.3 ; -7.8 
Norway io +1.1 : -0.7 
Denmark oe -15.6 -9.3 +5.8 
Turkey , —5.6 -3.6 +18 
Italy a et +15.5 +114 +413.4 
United Kingdom -172.6 424.5 -4.0 
France -29.6 -388 -30.1 


In November, for the first time since December 1952, 
the Federal Republic of Germany had a deficit. This 
shift appears to have been primarily the result of capital 
exports representing operations that offset part of the 
speculative transactions of last summer and of bor- 
rowing by Belgium and the Netherlands in the German 
market (see this News Survey, Vol. X, pp. 174 and 
202); German prepayment for imports of military 
equipment was another contributing factor. These de- 


development of electric power, $61 million for railway 

improvements, and the remainder for industry. 

Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D.C., 
January 14, 1958. 


velopments also appear to explain the Netherlands’ 
considerably higher surplus and the shift to a significant 
surplus for Belgium-Luxembourg. 

France again had a deficit, though for an amount 
smaller than that in October. Owing to the complete 
exhaustion of its EPU credit facilities, this deficit was 
payable fully in gold. Denmark, which had a deficit in 
the preceding month, realized a surplus, and Switzerland 
continued to run a deficit, which, however, was smaller 
in November than in October. The United Kingdom, 
Sweden, and Austria, which had had surpluses in Octo- 
ber, were in deficit in November. 


Sources: Organization for European Economic Co- 
operation, Press Release, Paris, France, De- 
cember 16, 1957; Neue Ziircher Zeitung, 
Ziirich, Switzerland, December 18, 1957. 


ICA Loan to Iceland 


The International Cooperation Administration an- 
nounced on December 30, 1957 a $5 million loan to 
the Iceland Bank of Development to finance essential 
general imports into Iceland from world-wide sources. 
The loan, which was made in order to continue Iceland’s 
economic development program, is guaranteed by the 
Government of Iceland. It was made from ICA funds 
and is to be administered by the Export-Import Bank. 
It is for a period of 20 years and is repayable in dollars 
with interest at 4 per cent. 


Source: International Cooperation Administration, 


Press Release, Washington, D.C., Decem- 
ber 30, 1957. 


German Capital Exports 


Dr. Otmar Emminger, a member of the board of 
directors of the Bundesbank and Executive Director of 
the International Monetary Fund for the Federal Re- 
public of Germany, recently discussed the question of 
German capital exports in connection with the exces- 
sive German foreign exchange surplus. He stated that, 
in the discussions in West Germany and abroad in the 
summer of 1957, the position was frequently taken 
that German balance of payments surpluses were mainly 
of a structural nature and could in the long run be ad- 
justed only through appropriate changes in the structure 
of the balance of capital movements. Therefore, the 
argument went, Germany must necessarily become a 
structural capital export country similar to the United 
States. The OEEC country report on Germany ad- 
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vanced similar ideas, which until recently were also 
advocated in the Federal Republic. 

Is there not, Dr. Emminger asked, a contradiction 
between Germany as a structural capital export country 
and the persisting extreme shortage of capital in Ger- 
many’s own economy? The OEEC report believes— 
and similar German proposals agree—that German 
economic policy must provide for sufficient strengthen- 
ing of the capital market to allow it to meet both domes- 
tic requirements and requirements for capital exports. 
Until this has been achieved, adequate capital exports 
must be undertaken with the help of public resources in 
order to fill the gap in the balance of payments. 

Dr. Emminger rejected this thesis, maintaining that 
to try to cope with the present distortions in European 
payments for any length of time in this way would mean 
unrealistic and wishful thinking. Such a recommenda- 
tion is based on the erroneous notion that a foreign 
exchange surplus is the same as a real economic capital 
surplus. 

During the past half year, something has in fact been 
done by public authorities in the Federal Republic, 
under the pressure of acute balance of payments dis- 
turbances, to alleviate these disturbances somewhat. 
The Bundesbank last summer opened a special foreign 
exchange account at the Bank of England, to the equiv- 
alent of DM 882 million, as an advance foreign exchange 
payment on the postwar debt to Great Britain. In July 
and October it granted short-term and medium-term 
loans to the International Bank for Reconstruction and 
Development, to the amount of $175 million, which may 
indirectly benefit the weaker overseas countries as well. 
The Federal Government has made available in advance 
the unpaid deutsche mark subscription to the IBRD. 

Such transactions are, however, nonrecurring emer- 
gency measures which, because of their nature, cannot 
be extended far in terms either of time or of contribu- 
tions. Dr. Emminger therefore doubts that it would be 
realistic, under present circumstances, to expect from 
the federal budget much more capital aid for foreign 
countries in the next few years than has already been 
provided in contributions to the European Investment 
Bank and the Investment Fund for overseas dependent 
territories within the framework of the Common Mar- 
ket. Would it, he asks, be justifiable to invest the larger 
currency reserves of the Bundesbank in unsafe cur- 
rencies of deficit countries, or to tie them up on a 
medium-term or long-term basis in foreign development 
projects, i.e., grant credits to foreign borrowers which, 
for well-founded reasons, the Bundesbank has been 
forbidden to grant? 

As for private commercial capital exports, Dr. Em- 
minger found it difficult to visualize the means whereby 
an additional volume of long-term capital movements 
could be carried out in the near future on a scale suffi- 
cient to offset the surplus in the German balance of 


payments. There is, however, some revival of life in 
this field, after its disruption by two wars and many 
years of foreign exchange control. In the autumn of 
1957, for the first time in 25 years, German banks 
participated to a small amount ($5 million) in an 
international loan, and several small German banks 
have taken over minor subparticipations in IBRD loans. 
Moreover, DM 445 million was recently granted by 
German commercial banks in short-term credits to the 
Netherlands and Belgium. However, all these trans- 
actions are still only the first swallows, which are far 
from making a summer in the form of a continuous 
large-scale flow of capital exports. 

West German short-term interest rates and the li- 
quidity of the German banking system have recently 
become more favorable in relation to other countries, 
so that money exports to neighboring countries may 
continue on a modest scale. Nevertheless, the German 
long-term capital market is not in a position with 
respect to either the abundance of its resources or its 
interest rates to justify the expectation of extensive 
long-term capital exports, and this fundamental struc- 
tural weakness could not be changed significantly by 
permitting complete freedom of capital imports. In- 
deed, what change could an additional annual capital 
inflow of a few hundred million deutsche mark—the 
maximum to be expected—make in either interest rates 
or the abundance of funds in a capital market where 
medium-term and long-term loans fluctuate annually 
between DM 12 billion and DM 15 billion? 

The size of the Federal Republic’s capital imports 
from foreign countries which are already taking place 
is often overlooked. From 1950 to the end of Septem- 
ber 1957 foreign investments in the Federal Republic 
(purchase of securities, loans, buying of participations, 
etc.) amounted to DM 2.5 billion; they were thus far 
larger than German long-term capital exports, which 
during the same time amounted to somewhat over 
DM 1.5 billion. To this total must be added the foreign 
credits granted by means of downpayments on future 
German export deliveries, credits amounting to several 
billion deutsche mark granted by suppliers to pur- 
chasers, and short-term credits from abroad leading to 
short-term indebtedness of German money institutions 
vis-a-vis foreign countries to the amount of approxi- 
mately DM 3 billion, which are scarcely offset by a 
total of only DM 700 million in short-term German 
claims and credit balances. 

Under present world conditions, the re-establishment 
of a correct margin between interest rates in Germany 
and abroad does not depend solely on setting into 
motion a continuous flow of capital exports. The 
question has first to be asked where adequate invest- 
ment possibilities could be found abroad and which of 
these possibilities would offer to investors, inexperi- 
enced in foreign investment business, not only an at- 
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tractive yield, but also adequate security. A flow of 
capital to North America, offering security if not a 
particularly attractive yield, would hardly contribute 
to ease the European balance of payments. Moreover, 
if the large flow of capital which is desired is to serve 
only to finance additional German exports, its contribu- 
tion to filling the balance of payments gap would be 
practically nil. Such a flow of capital, tied directly to 
additional exports, would indeed merely further increase 
West Germany’s active trade balance and increase the 
outflow of goods to the detriment of the domestic 
economy. 

From these considerations it follows that capital 
exports in the amount and direction theoretically needed 
to relieve balance of payments tension cannot be arbi- 
trarily conjured up, and if it were possible, it would not 
necessarily benefit the German economy. Capital ex- 
ports will develop according to their own laws. With 
the increasing demands of the German foreign trade 
economy and the strengthening of the internal German 
capital market, the narrow rivulet of capital exports 
will perhaps gradually expand into a wide stream. But 
the Federal Republic will for some time remain a coun- 
try in which the supply of long-term investment capital, 
of special importance for commercial capital exports, 
will hardly suffice to meet the most urgent domestic 
requirements. 

It cannot, therefore, be the task of economic policy 
to force capital exports to the detriment of the domestic 
economy to such an extent that they will correct the 
allegedly “structural” surplus in the balance of pay- 
ments. A constructive way of putting the question, 
Dr. Emminger concludes, would therefore be as fol- 
lows: How can the balance of payments surplus be 
sufficiently reduced in favor of domestic economic 
development, so that, as capital exports and other items 
of capital outflow, such as restitutions, develop natural- 
ly, the balance of payments can be brought into 
equilibrium? 

Source: Deutsche Bundesbank, Ausziige aus Pressear- 
tikeln, Frankfurt am Main, Germany, Decem- 
ber 16, 1957. 


Greek Interest Rates 


A reduction of interest rates payable on bank de- 
posits has been announced by the Greek Currency 
Committee. The rate on sight deposits is reduced from 
6 per cent to 5 per cent per annum. The rate on savings 
deposits up to 100,000 drachmas will be reduced from 
9 per cent to 8 per cent per annum, and on deposits 
between 100,000 and 200,000 drachmas from 7 per 
cent to 6 per cent per annum. Savings deposits are not 
permitted to exceed 200,000 drachmas. On term 
deposits of at least 6 months, the maximum rate is 
reduced from 10 per cent to 9 per cent per annum. 
However, for deposits of certain bodies, such as public 


utilities, railways, and oil companies, the rate will not 
exceed 6 per cent per annum. Interest on accounts 
blocked for any reason is not to exceed the rate for 
sight deposits. These changes came into effect on 
January 1, 1958, except that savings deposits will 
bear the old interest rates until the end of March 1958 
and term deposits until the end of their term. 

In the last decade, bank deposits in Greece have been 
much below the prewar level, but they increased con- 
siderably in 1956 and 1957—a period of high interest 
rates and financial stability. Interest rates on bank 
deposits (except term deposits) were reduced in 
June 1957 (see this News Survey, Vol. X, p. 12), but 
in the five months July-November 1957, sight and sav- 
ings deposits each rose a further 22 per cent, while 
term deposits increased by nearly 50 per cent. 
Source: Naftemboriki, Athens, Greece, December 6, 

1957. 


Middle East 


Oil Production in the Middle East 


Oil production in the Middle East will be increased 
considerably over the next three years, when the new 
projects to expand transport and loading facilities at 
terminals are completed. Terminals capable of han- 
dling tankers of 100,000 tons are now under construc- 
tion in Kuwait and Iran. The projects, which are due 
for completion at the end of 1959, are expected to 
increase the annual loading capacity in Iran by 20 mil- 
lion tons and in Kuwait by 50 million tons. In Iraq, 
the shallowness of the Persian Gulf coast prevents the 
construction of similar deepwater facilities, and it is 
believed that only a moderate increase in capacity at 
the Port of Fao can be achieved by intensified dredging. 
Alternative projects under consideration to expand pro- 
duction from the southern oilfields are either the con- 
struction of an artificial island off the coast, which will 
require two years for completion and may cost up to 
£30 million, or the construction of a pipeline to the 
coast of Kuwait, at a total cost of £20 million. Expan- 
sion of the pipelines from Northern Iraq across Syria 
is also expected, once the full capacity of 25 million 
tons a year has been restored early next year. It is 
estimated that the capacity of these pipelines could be 
raised to 34 million tons by laying an additional 24-inch 
pipe from Homs to the Syrian port of Banias and 
installing new pumping equipment, mainly in Iraq. 
Source: The Financial Times, London, England, No- 

vember 23, 1957. 


U.S. Aid to the Middle East 


The following summary of U.S. aid to the Middle 
East during the period July 1945-June 1957, based 
upon the report of the Office of Business Economics, 
Foreign Grants and Credits by the United States Gov- 
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ernment, June 1957 Quarter, Fiscal Year 1957 Review 
(Washington, October 1957) has been published in 
Middle Eastern Affairs. 


U.S. Foreign Am—GRANTS AND CREDITS 
July 1, 1945-June 30, 1957 


(in millions of U.S. dollars) 


Gross Net Net Net 


Country Returns‘ Aid Grants Credits 


16 72 

18 301 

1 11 

22 432 

iil bad 38 

Lebanon —.. 2 22 
Saudi Arabia - 12 il 
Syria ates 1 
TR kicwees 73 510 


PO ae 144 1,398 1,008 391 


Note: Dash (—) indicates that amount is zero; dots (....) 
are used when amount is less than $500,000. 

*All returns to U.S. Government stemming from grants 
and credits. Returns on grants consist mainly of economic and 
technical assistance counterpart funds; returns on credits re- 
fer to principal repayments but exclude interest and com- 
missions. 


*Excludes military aid. 
Source: Council for Middle Eastern Affairs, Inc., Mid- 


dle Eastern Affairs, Elmont, N.Y., Novem- 
ber 1957. 


Bank Liquidity Requirements in Israel 


New liquidity requirements for banking institutions 
were announced by the Bank of Israel in December. 
The main new provision in the regulations is that 
banking institutions must maintain liquid assets to the 
amount of 58 per cent of all demand deposits and time 
deposits up to 18 months. Previously, the reserve 
requirement for these deposits varied from 50 per cent 
to 90 per cent according to the date of the deposit. 
Twenty per cent of the liquid assets held against these 
deposits must be in the form of balances with the Bank 
of Israel. Under the new regulations, banks may choose 
to include net foreign currency (assets minus liabilities ) 
among their liquid assets, in which case the reserve 
requirement is 68 per cent instead of 58 per cent. 


The new reserve requirements are designed primarily 
to simplify the existing system and contribute to the 
efficiency of its administration. They are not regarded 
as a relaxation of present restrictions. Limits on the 
total volume of credit advanced will still be maintained. 
Source: Business Diary Newsletter, Haifa, Israel, De- 

cember 18, 1957. 


Far East 


Ceylon’s Imports of Egyptian Rice 


Ceylon has arranged to purchase 20,000 tons of high 
quality rice from Egypt in 1958 at £34 3s. per ton. The 
purchase will be made under the tripartite trade pact 
between Ceylon, Japan, and Egypt, involving the export 
of Egyptian cotton to Japan and the purchase by Egypt 
of Ceylonese tea (see this News Survey, Vol. X, p. 134). 


Source: The Financial Times, London, England, De- 
cember 12, 1957. 


Burma's Rice Crop 


Burma’s 1957-58 rice crop will be considerably less 
than was expected earlier in the season. Lack of rain- 
fall in October reduced the crop by some 10-15 per 
cent, according to some observers. Exportable supplies 
of rice will accordingly be less than in the preceding 
year. 


Source: Department of Agriculture, Foreign Crops and 
Markets, Washington, D.C., December 23, 
1957. , 


Land Reform in Viet-Nam 


In accordance with a decree of November 29, 1957, 
arrangements have been agreed upon with the inter- 
ested parties regarding the compensation to be paid to 
expropriated landlords in Viet-Nam for plots of land 
sold in order to bring individual holdings down to the 
100-hectare limit prescribed by the Land Reform Ordi- 
nance No. 57. The Department of Landed Property 
and Agrarian Reform will make payments to. these 
landlords by means of payment bonds amounting to 
10 per cent of the total price of the expropriated land. 
These bonds are payable from a special Agrarian Re- 
form Account opened at the Treasury. For the remain- 
ing portion of the price of the land nominative bonds 
will be issued, payable in 12 installments on July 1 of 
each year and bearing interest at 3 per cent. These 
bonds are exempt from all existing and future taxes, 
including stamp and registration duties. They will be 
accepted by the National Agricultural Credit Office 
(NACO) in repayment of loans granted by the NACO 
and in payment of real estate taxes, of inheritance 
taxes due in respect of expropriated land, and for 
shares issued by industrial enterprises already existing 
or to be created by the Government. The Agrarian 
Reform Council may decide to pay installments in 
advance if sufficient funds become available in the 
Special Agrarian Reform Account. 


Source: L’Information du Viet-Nam Economique et 
Financiére, Saigon, Viet-Nam, December 2, 
1957. 





222 


Japan's Balance of Payments 


The Bank of Japan has announced a deficit of $533 
million in Japan’s international balance of payments in 
1957, compared with a surplus of $293 million in 1956. 
Receipts of foreign exchange rose from $3,224 million 
in 1956 to $3,642 million last year, while payments 
rose from $2,931 million to $4,175 million. The in- 
crease in payments was attributed mainly to larger 
imports. 

There has, however, been a balance of payments 
surplus in each of the last three months of the year, 
which in November amounted to $21 million and in 
December to $47 million. December receipts were 
$326 million while payments amounted to $279 mil- 
lion. The improvement in December is attributed to 
larger exports and to Christmas spending by U.S. 
servicemen in Japan. 

Source: The Journal of Commerce, New York, N.Y., 
January 8, 1958. 


United States 
U.S. Budget for Fiscal 1959 


In his message to the Congress the President of the 
United States noted that the 1959 budget reflects the 
swiftly moving character of our time. Opportunities 
are growing as technology and science open new vistas 
to mankind. Unfortunately, however, certain defense 
activities must be expanded to meet the progress of the 
Soviet Union in long-range missiles and other weapons. 
But the determination to maintain defensive strength 
is matched by a determination to adhere to prin- 
ciples of governmental and fiscal soundness. The budget 
for the fiscal year ending June 30, 1959 provides for 
an increase in expenditures to $73.9 billion—$1.1 bil- 
lion more than the present estimate for 1958. Budget 
receipts are expected to rise by $2.0 billion, to $74.4 
billion, with an estimated budget surplus of $500 mil- 
lion. Other federal receipts and payments outside the 
budget are expected nearly to balance, so that the net 
balance on all cash transactions vis-a-vis the public is 
expected to reach a surplus of over $600 million. Re- 
ceipts are based upon the expectation that “the expan- 
sion of our economy will soon be resumed, bringing 
higher levels of receipts with present tax rates.” 

Expenditures for major national security programs 
are expected to rise by $900 million, to $45.8 billion 
in 1959 (this does not include an allowance of $500 
million for defense contingencies). The increase is due 
almost entirely to larger spending by the military serv- 
ices. It is proposed that expenditures to accelerate 
missile procurement, nuclear ships, atomic energy, and 
military research and development should be greater 
than in 1957 by $2.8 billion, while expenditures for 
more conventional weapons and aircraft would be $1.5 
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billion less. Stockpiling and expansion of defense pro- 
duction would fall by about $70 million. 

Expenditures for labor and welfare in fiscal 1959 
would be $3.6 billion—$200 million more than in 1958. 
This is owing to scientific research and education pro- 
grams. Expenditures for commerce and housing would 
fall from $2.1 billion in fiscal 1958 to $1.6 billion in 
1959. The principal reductions arise from proposed 
legislation to raise postal rates and from the termina- 
tion of the authority of the Veterans Administration to 
make direct loans for housing. Spending for natural 
resources and on veterans’ services and benefits would 
be the same as in fiscal 1958. Expenditures on agricul- 
ture are to be reduced by $300 million, to $4.6 billion, 
as a result of revisions in price support, conservation, 
and rural credit programs, the effects of which are 
expected to be more significant in 1960 and later years. 

Expenditures for government aid abroad are esti- 
mated at $3.9 billion, $200 million more than in 1958. 
Military assistance would be unchanged, the increase 
in the total being accounted for largely by expenditures 
under the Development Loan Fund for underdeveloped 
countries. To meet expected expansion of these loans, 
a new obligational authority of $625 million for 1959 
is requested. A $2 billion increase in obligational au- 
thority for the lending activities of the Export-Import 
Bank is also requested. Other requests include extension 
of the Reciprocal Trade Agreements Act for five years 
and approval of U.S. membership in the Organization 
for Trade Cooperation. 


Source: The Budget of the United States Government 
for the Fiscal Year Ending June 30, 1959, 
Washington, D.C., 1958. 


U.S. Balance of Payments 


As a result of transactions with the United States, 
the gold and liquid dollar asset position of other coun- 
tries improved during the third quarter of 1957. After 
allowing for seasonal movements and apart from special 
capital movements, net U.S. receipts amounted to $130 
million, compared with $350 million in the second 
quarter. Imports of goods and services declined less 
than usual during the third quarter. Many raw material 
imports declined in quantity or reflected price declines, 
a response to the reduced pace of U.S. industrial ac- 
tivity. Finished durable goods imports, however, con- 
tinued to rise; the value of automobile imports, for 
example, was about 2% times as large as in the third 
quarter of 1956. The third quarter fall in U.S. exports 
reflected a return to more normal shipments of petro- 
leum; the effects of the bad harvest in Europe in 1956 
and of the need for replenishing cotton stocks had also 
lost their force before the beginning of the third quarter. 
The limitation of Japanese imports in order to check 
the serious decline in Japan’s dollar reserves was also 
an important factor. 
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The largest change between the second and third 
quarters was in the outflow of private capital—$0.4 
billion in the third quarter, compared with $1.4 billion 
in the second. The second quarter total, however, 
included extraordinary direct investment in Canada and 
Venezuela, and if these special transactions are omitted 
and the figures are adjusted for seasonality, the invest- 
ment decline appears to have been negligible. 

Short-term capital movements continued to be im- 
portant in the third quarter. Rather large amounts 
were shifted from various European countries to Ger- 
many, and movements to the United States also appear 
to have increased. Thus, while foreign official gold and 
dollar assets declined through transactions with the 
United States by about $600 million, dollar balances 
held by U.S. banks for foreign private accounts rose 
by $350 million. The continued large amount of net 
U.S. receipts from unrecorded transactions ($280 mil- 
lion in the third quarter) suggests that some capital 
movements were not included in the reported data. 
Offsetting these inflows to some extent was the decline 
(from $128 million to $45 million) in foreign purchases 
of U.S. securities, apparently the result of a tightening 
of official restrictions on such purchases by the United 
Kingdom. 

Source: Department of Commerce, Survey of Current 
Business, Washington, D.C., December 1957. 


U.S. Decisions on Import Restrictions 


An appeal by the U.S. woolen and worsted industry 
for a ruling that competitive imports are a threat to 
national security has been rejected by Mr. Gray, Direc- 
tor of the Office of Defense Mobilization, on the ground 
that the industry has not shrunk since 1945, and that 
it could meet new war mobilization needs. Woolen 
imports have been limited by tariff quotas imposed in 
late 1956, the tariff duty rising from 25 per cent to 45 
per cent ad valorem on imports in excess of 14 million 
pounds. 

In another ruling, the Tariff Commission rejected an 
appeal, which had been made by five companies on the 
ground that imports were injuring their business, for 
the imposition of quotas on wool-felt imports. 

The Treasury Department has instructed customs 
officers to process imports of hardboard from Canada 
and the Union of South Africa without regard to any 
question of dumping. The withholding of appraisement 
of imports had been announced in these cases because 
of suspected dumping in August 1957. The Treasury 
instructions are pursuant to an opinion by the Tariff 
Commission that the domestic industry is not being 
injured by imports of hardboard. 

Sources: Department of Commerce, Foreign Com- 
merce Weekly, Washington, D.C., January 6, 
1958; The Journal of Commerce, New York, 
N.Y., January 7, 1958. 


Latin America 
Mexico's Exchange Stabilization Agreement 


The stabilization agreement between the United 
States and Mexico, whose signature in December 1955 
(see this News Survey, Vol. VIII, p. 195) extended 
arrangements that had been in effect since June 1941, 
was extended for another two years on December 30, 
1957. The agreement makes available for Mexico up 
to $75 million, if the occasion should arise, for exchange 
stabilization operations to aid in preserving Mexico’s 
exchange system free from restrictions on payments. 
Any pesos acquired by the Treasury in these operations 
would subsequently be repurchased by Mexico for dol- 
lars. The agreement will be operated in close coordina- 
tion with the activities of the International Monetary 
Fund. 

Source: Treasury Department, Press Release, Wash- 
ington, D.C., December 30, 1957. 


Credit Policy in Peru 

In line with the Government’s policy of restraint, 
commercial bank loans in Peru in November decreased 
by S/. 156.1 million, to S/. 5,353.8 million. Bank de- 
posits, which fell in October by S/. 37.9 million, were 
reduced by S/. 61 million in November, to S/. 6,117.4 
million. The Central Bank has limited its rediscount- 
ing facilities, and in November commercial rediscounts 
declined by S/. 32.7 million, to S/. 161.9 million. 

Total central bank credit operations, which had risen 
by S/. 125.3 million in October, expanded again in 
November by S/. 38.2 million. Advances to the Treas- 
ury rose by S/. 61.9 million in October and by S/. 26.5 
million in November. Advances to state development 
banks rose during these two months by S/. 63.9 million 
and S/. 30.5 million, respectively. The note issue was 
reduced by S/. 22.7 million in November, while central 
bank sight deposits rose by S/. 62.5 million. 

For the first time in five months, Peru’s gold and 
foreign exchange reserves increased in November by 
S/. 3.5 million, to S$/. 261.9 million. 

Source: Banco Continental, News Letter, Lima, Peru, 
December 18, 1957. 


Other Countries 
Import Restrictions in New Zealand 

The New Zealand Government has announced sub- 
stantial restrictions on imports. Two new schedules 
have been released covering about 1,000 import items 
grouped in various categories, ranging from category 
“A” items, for which licenses will be granted to the 
amount applied for from non-dollar sources or Japan, 
to items for which no allocation is made. 

Category “A” items include essential foodstuffs and 
raw materials, such as iron, steel, and metals generally, 
crude petroleum and motor spirits, raw rubber, ball 
bearings, wheat, coffee, and dried fruits. 
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The value of imports of goods in other categories 
has been cut by various percentages. For many articles, 
1956 has been taken as the base year: the quota for 
whisky is 40 per cent below the 1956 import total, for 
electric motors 25 per cent, watches 50 per cent, toys 
and cameras 75 per cent, dairy machinery 25 per cent, 
and chinaware 50 per cent. The 1958 quota for com- 
pletely knocked-down motor vehicles has been reduced 
by 25 per cent, and those for assembled vehicles and 
motorcycles and bicycles by 50 per cent. 

No allocations have been made for such items as 
cigarettes, tobacco, footwear, biscuits, jams, and jellies. 
Where no allocation has been provided, licenses may 
be granted in exceptional circumstances. 

The Prime Minister said that restrictions have been 
imposed because New Zealand faces serious difficulties 
in its exchange position. Official foreign exchange 
reserves totaled only £NZ 45.5 million on December 25 
—against £83 million at the beginning of October— 
which represented the equivalent of six weeks external 
payments at the current rate. Unused capacity in New 
Zealand factories would be called on to replace some 
less essential imports, including soap, footwear, woolen 
piece goods, and carpets. 

Sources: The Financial Times, London, England, Janu- 
ary 2 and 3, 1958. 


Establishment of Discount House in South Africa 

A new money market institution, the Discount House 
of South Africa, has been established in South Africa. 
It will borrow money at call at rates somewhat below 
the market discount rate, offering various types of secu- 
rity, and it will sell bills to institutions seeking short- 
term investment of surplus funds. Its buying rate for 
bills will be fractionally above its selling rate, the differ- 
ence representing a commission for its services. The 
new corporation was established by the same financial 
group that, in 1955, organized Union Acceptances, 
which undertook both the acceptance and the discount- 
ing of bills of exchange. It is now stated that the 
demand for services of this kind has grown to such an 
extent that it has become desirable to complete the 
money market machinery by establishing a separate 
discount house. Until now, a high proportion of the 
bills drawn on Union Acceptances has been discounted 
by local commercial banks and other financial institu- 
tions. The South African Reserve Bank has also 
strengthened its hand by undertaking to rediscount 
approved bills of exchange accepted by Union Accept- 
ances “in times of need.” 
Source: The Times, London, England, December 10, 

1957. 





Mr. Bernstein Relinquishes Fund Appointment 
Edward M. Bernstein, Director of the Department 
of Research of the International Monetary Fund since 


the Department was established in June 1946, resigned 
from the Fund on January 9, 1958 to enter private 
business. 


Mr. Bernstein was connected at an early stage with 
the preparatory work which led to the creation of the 
International Monetary Fund, and has thus been inti- 
mately concerned with the Fund’s problems over a 
period of 15 years. He was Chief Technical Advisor 
and Executive Secretary of the United States Delegation 
at the United Nations Monetary and Financial Confer- 
ence, Bretton Woods, N.H., in 1944, which resulted 
in the establishment of the Fund and the International 
Bank for Reconstruction and Development. At that 
time, he held the position of Assistant Director of 
Monetary Research with the U.S. Treasury Department. 
Mr. Bernstein took a leading part in postwar financial 
discussions as Assistant to the Secretary of the Treas- 
ury under Secretary Fred M. Vinson. Among other 
things, he was in charge of presenting the technical 
material to Congress on the Anglo-American Loan 
Agreement of 1946. 


Mr. Bernstein was twice given leave from the Fund: 
first, in 1950, when President Truman named him as a 
member of the U.S. Survey to the Philippines, generally 
known as the Bell Mission, and again in 1952, in order 
to act as staff director for the Public Advisory Board 
for Mutual Security in preparing its “Report on a 
Trade and Tariff Policy in the National Interest.” 
Mr. Bernstein headed a Fund mission to India in 1953 
whose report, “Economic Development with Stability,” 
was published by the Indian Government. 


Mr. Bernstein was Professor of Economics at the 
University of North Carolina from 1930 to 1940, and 
in the summer of 1957 he was a visiting professor of 
economics at Harvard University. He is the author of 
a study on “Inflation and Development,” which has 
been widely reprinted, and also of numerous other 
studies on monetary and financial subjects. 
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